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A substantial programme of bond purchases by the SARB is proposed below, aimed at meeting short-term 
liquidity requirements and stabilising long-term capital market rates at sustainable levels. 

1 Background 
In normal times, monetary policy operates mainly through the money market and the interest rates at which 
banks have access to liquidity from the SARB. Although open market operations are also standard 
instruments of monetary policy, central banks do not usually seek to influence long-term bond rates directly. 

But since the 2008 recession, large-scale balance sheet interventions by the leading central banks have 
played an important role in restoring liquidity to long-term debt and equity markets and in stabilising capital 
market interest rates at historically unprecedented low rates. Governments have consequently been able to 
borrow at near-zero interest rates.2 This has underpinned recovery from the recession, while also allowing 
the adjustment process in both troubled systemically important institutions and European economies in 
distress to be extended over substantially longer time frames than would otherwise have been required.  

Although sometimes characterised as modern and unconventional monetary measures, there is a long 
history of open market purchases and sales in central banking practice. It is well understood that although 
capital market interventions may be less direct as instruments in pursuing growth and price stability than 
lending through the discount window, the overall shape of the yield curve is an important indicator of 
financial sustainability. Central bank balance sheet interventions or open market operations are a useful 
instrument, in circumstances of unusual uncertainty, in contributing to improved confidence, a stable 
environment within which debt markets can operate and reduced uncertainty about the economic outlook 
and price stability. 

In recent weeks, in both advanced economies and in several emerging markets, central banks have taken 
steps to sustain market liquidity, keep interest rates low and intervene in capital markets to compensate for 
the economic and financial consequences of Covid-19 response measures. The scale of central bank 
interventions is already substantially greater than in the immediate wake of the 2008 recession. Andrew 
Bailey, the Governor of the Bank of England, summarises its approach as follows:3 

The BoE … works with the Treasury to support the orderly functioning of the gilt and money markets. Short-term operations 
play an important part in stabilising market conditions…We also create reserves when we undertake operations that are also 
temporary but are designed to have an impact on monetary conditions in the medium term. Quantitative easing, where the BoE 
buys bonds, is one example. QE increases bond prices and therefore reduces yields, which in turn lowers borrowing costs and 

 
1 This memo was prepared by Andrew Donaldson, Senior Research Associate, Southern Africa Labour and 
Development Research Unit, University of Cape Town. It draws on input and comment from the Covid19 
Economists Group, convened by Miriam Altman and including Stuart Theobald, David Francis, Imraan Valodia, Alex 
van den Heever, Mzukisi Qobo, Tania Ajam and Wandile Sihlobo. The paper also benefited from feedback from Stan 
du Plessis, Peter Attard Montalto and Arthur Kamp. The result is the responsibility of Andrew Donaldson alone.  
2 See Olivier Blanchard, Public Debt and Low Interest Rates, American Economic Review, vol 109, no 4, April 2019, for 
a view on the implications of debt issued at “no fiscal cost”.  
3 Andrew Bailey, in the Financial Times, 5 April 2020. 
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support spending. The crucial point is that the MPC remains in full control of how and when that expansion is ultimately 
unsound. The goal is to ensure that borrowing costs and spending are consistent with achieving the inflation target… 

 

2 The South African fiscal position and its financing requirement 
The 2020 Budget signalled a consolidated budget deficit of R370 billion for the year, equivalent to 6.8% of 
GDP. Debt was projected to rise to R3.5 trillion, or 65.6% of GDP, increasing to 71.6% by the end of 
2022/23. Statistics SA data subsequently showed that the economy was in recession in the second half of 
2019, accounting for the continued poor revenue performance and deteriorating fiscal outlook.  

The South African economy, along with much of the world, is now experiencing a severe downward supply 
shock which will be reinforced by sharp reductions in demand, both for exports and in domestic 
expenditure. 

Since the budget, interest rates on long-term debt (10 years and longer) have increased by some 300 basis 
points, briefly reaching close to 13 % on 24 March before recovering to around 11.5 % currently. This is 
too high for the fiscus to sustain – around 8 per cent in real terms, and far higher than rates of return 
obtainable on risk-free sovereign assets elsewhere. The spike in interest rates reflects a substantial loss of 
investor confidence, in turn a consequence of the deterioration in the economy over the past two years, the 
weak fiscal position and now the uncertainties associated with Covid-19 and the economic effects of 
suppression measures. 

In recognition of the extraordinary circumstances of the pandemic, the SARB has both lowered its repo 
rate and announced several measures to assist banks in maintaining credit facilities to clients facing liquidity 
problems. Further reductions in the repo rate and broader credit support measures are likely. The Bank has 
also signalled its willingness to undertake government bond purchases on the open (secondary) market, if 
needed. These steps assisted in reversing the rise in bond rates up to 24 March, though they remain 
substantially elevated by comparison with capital market rates elsewhere, after adjustment for inflation 
expectations and reasonable emerging market risk perceptions. 

This loss of investor confidence is self-fulfilling: the increased cost of debt to the fiscus will lead to a fiscal 
crisis more quickly than the fiscus can adjust, even before taking into account the emergency spending that 
Covid-19 requires.4 It is clearly in neither investors’ interests nor that of taxpayers and the fiscus that the 
debt market should reach a standstill with the prospect of default and secondary economic contagion 
through the resulting collapse of financial intermediation. But neither investors nor the fiscus are able to 
act collectively to address the problem, except through a standstill process and the resulting negotiations.   

To some extent, government can adjust to this loss of long-term confidence by borrowing in the short end 
of the market and in foreign currency, and by drawing on cash balances held at the SARB. But these 
solutions will bring their own difficulties – the cash balances are limited, and serve an important backstop 
function, upward pressure on short term rates will interfere with credit markets in unhelpful ways, and 
foreign borrowing brings foreign currency risk.  

Faced with a self-fulfilling loss of confidence in the whole economy’s future, it is necessary to respond in 
ways which reduce long term risks, and which signal the commitment of the authorities to do everything 
that needs to be done to ensure that the economic future is secured.  

This has several implications, including the need for the fiscus to finance the measures needed to address 
the health crisis and to sustain household livelihoods during a period of economic lockdown. 

It is also necessary to identify and commit to the key elements of a credible medium-term fiscal adjustment 
strategy. The government needs to implement the changes in programmes, public service remuneration, 
extra-budgetary commitments, state enterprise reforms and revenue strategies that will bring the deficit 

 
4 Robert Shiller has recently argued that we are experiencing an “affect heuristic” in which distress associated with 
the pandemic leads to a greater degree of financial anxiety and loss of confidence than would be warranted by the 
economic outlook itself. Project Syndicate, 31 March 2020.  
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down to sustainable levels, alongside a recovery in economic growth. These may be three- to five-year 
adjustments, but there are steps along this path that have to be taken now.  

In the immediate circumstances of responding to Covid-19, emergency spending will need to be 
accommodated and revenue will remain depressed. Indeed, government spending is especially important 
over this period as the wider economy is under lockdown. The borrowing requirement in 2020/21 will 
probably be higher than the deficit of R370 billion indicated in the February budget, but it is nonetheless 
important that cost pressures should be contained and spending disciplines should remain robust. 

It is too early to estimate budget requirements accurately, and the likely duration of the economic lockdown 
remains unclear. Illustrative estimates are discussed in an annexure to this note, but these should not be 
read as projections.  

In broad terms – a real economy decline of 3-5 % in 2020 would mean that nominal GDP and national income 
would be similar to the 2019 level: around R5 trillion. National saving might be about R750 billion. 
Government’s financing requirement will rise to over half of national saving, well over the 25 % or so of 
recent years. 

Private business and household investment will decline substantially this year, partially offsetting the rise in 
the fiscal deficit. A substantial savings-investment shortfall is nonetheless likely, requiring continued 
external financing.  

The Treasury could take advantage of financing available from the African Development Bank and the 
New (BRICS) Development Bank. Global Covid-19 grants or concessionary finance might be available. 
The IMF and the World Bank have set aside substantial funds for pandemic emergency support to 
developing countries. A negotiated IMF standby facility might assist in reassuring international investors 
whose appetite for emerging economy risk has already declined. 

In addition to external financing, the required shifts in domestic financing flows are large. These have to 
be met in a context of extreme uncertainty about the economic outlook, depressed asset valuations across 
almost all sectors and a flight from risk assets to money.  

Recognising the special circumstances of the current funding requirements, concessionary funding of 
Covid-19 response measures might be secured through a dedicated impact bond issue.  

However, the main source of funding of government’s requirements will continue to be the weekly bond 
auctions and issues of treasury bills in the rand-denominated market. Ensuring that bond yields remain low 
in real terms, and consistent with the long-term inflation target, is an essential stability condition in these 
markets. 

A balance sheet intervention by the central bank cannot directly alter the sectoral financing requirements 
of the real economy or the aggregate external balance to be financed, but it can assist in the portfolio 
adjustments required by taking on a share of the intermediation function. The proposal below is that a 
substantial bond purchase programme should be announced, in aggregate volume terms, to support 
liquidity in the capital markets and to contribute to asset valuation and price setting consistent with a realistic 
real low-risk return on capital in the present negative-growth economic environment. 

 

3 Broader financial market considerations 
A balance sheet intervention by the SARB is in part about the continued access of the fiscus to capital 
markets at affordable rates, but it is also required to assist in restoring investor confidence in equity and 
corporate debt markets. Purchases of government bonds by the central bank in the secondary market will 
release liquidity into the wider capital market. 

Although there will be an upward shift in the price level of traded goods in the wake of the depreciation of 
the rand this year, a sustained increase in inflation is not an immediate concern given the size of global and 
domestic demand shocks.  

Substantial liquidity support to the banking sector will be needed to keep financial markets open under 
conditions in which investors and depositors are withdrawing funds in substantial volumes and businesses 
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and households face prospects of severe distress. As with government as a borrower, the key requirement 
is that interest rates should be lowered substantially, together with macro-prudential support for long-term 
funding. If banks are to keep credit lines to businesses in distress open, there will need to be risk-pooling 
and underwriting by the fiscus, for which funds will need to be set aside. If pension and provident funds 
and other intermediaries are to respond to buying opportunities in unduly depressed equity markets, then 
they need to able to sell bonds to an intermediary unconstrained by cashflow limits and portfolio balance 
considerations. 

As the economic impact deepens, liquidity problems will become solvency problems, not just for small 
businesses but potentially also for mining companies, local industry and major (systemically important) 
employers/corporates. In an extended economic lockdown, the SARB’s response might need to be 
extended to include corporate securities. But for now, government bond purchases are the priority.  

Against the background of a sharp deterioration in both equity and bond valuations in recent weeks, a 
SABR balance sheet intervention is an appropriate financial stabilisation and long-term risk-reducing 
response. It is also likely to be profitable to the SARB over time, though its more important function is to 
signal the authorities’ long-term commitment to economic recovery, price stability and orderly financial 
markets. It has to be accompanied by fiscal adjustments that meet current health care and income support 
needs, while setting out a path that narrows the gap between spending and revenue once economic recovery 
is underway. 

 

4 Proposed SARB intervention 
The Reserve Bank does not have a mandate to fund government directly, and there are good reasons for 
avoiding interventions that affect the functioning of the primary bond market. 

The Bank does have the authority to conduct open market operations. As the central monetary and financial 
authority, it is the only institution with the ability to intervene in the capital market under conditions of 
distress, market-wide loss of confidence, and unsustainably high interest rates. It can do so unconstrained 
by specific investor mandates and portfolio balance considerations.  

What magnitude of balance sheet intervention would be appropriate? 

There is no clear answer to the question of how much intervention is needed, though approaches 
internationally suggest that it is important for central bank purchase programmes to be large, so that they 
demonstrably change confidence and expectations. The gap between government’s funding requirements 
and normal issuance to the market provides one possible reference point. However, turnover on the 
secondary market is many multiples of this and foreign purchases and sales exceed normal issuance from 
time to time. Rather than funding issues on the primary market, the intention of open market operations is 
to lean against the balance of supply and demand in the overall Rand-based bond market, comprising 
around R3 trillion of government and SOC issues. 

There are also well-understood advantages in pre-announced intervention volumes, though adjustments 
over time are sensible as market conditions stabilise. 

Several reference points are helpful in considering options: 

• Current weekly National Treasury issuance of around R15 billion (bonds and T bills) 
• Gross domestic saving: about R750 billion 
• RSA and SOE bond issues: around R3 trillion in issue, turnover around R25 billion a day 
• Consolidated funds under management (pension and provident funds, life insurers): >R6 trillion. 

A bond purchase programme of R10-20 billion a week, continuing until economic recovery is well 
underway, would represent a substantial strengthening of liquidity in the markets and would assist in shifting 
market expectations towards lower long-term bond rates. It would be modest relative to overall turnover 
in the bond market and the size of institutional funds under management. This would also be a reasonable 
scale of intervention relative to the temporary income support and health spending needs that government 
will have to finance over the weeks or months or lockdown and associated emergency measures. 
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5 Annexure: South Africa’s budget financing requirements and 
consolidated flows of funds 

 

The Treasury’s economic and budget framework for the 2020 Budget is summarised below. 

 

Economic outlook 2018 2019 2020 2021 2022 
Household consumption (% change) 1.8 1.1 1.1 1.3 1.6 
Government consumption (% change) 1.9 2.0 1.6 -0.6 1.2 
Fixed capital formation (% change) -0.6 -0.4 0.2 1.3 1.9 
GDP growth (%) 0.8 0.3 0.9 1.3 1.6 
GDP inflation (%) 3.9 4.0 4.5 4.5 4.6 
GDP at current prices (R billion) 4874 5086 5359 5676 6035 
Current account balance (% of GDP) -3.5 -3.4 -3.4 -3.5 -3.7 

Consolidated fiscal framework 2018/19 2019/20 2020/21 2021/22 2022/23 
Revenue (% of GDP) 29.4 29.4 29.2 29.2 29.2 
Expenditure (% of GDP) 33.4 35.7 36.0 35.4 34.9 
Budget balance (R billion) -197 -327 -371 -358 -350 
% of GDP -4.0 -6.3 -6.8 -6.2 -5.7 

Source: National Treasury, 2020 Budget Review. 

 

Taking into account the economic lockdown, an economic decline of 4-5 % in 2020 seems plausible, which 
would lead to a nominal 2020 GDP outcome of about R5 trillion, well below the budget projection. 

After taking into account health spending and income support requirements, and the depressed revenue 
outlook, together with realistic savings measures, the budget financing requirement in 2020/21 could 
exceed R450 billion. This would be about 9 % of GDP; several commentators have suggested a deficit of 
above 10 % of national income. 

Budget deficits of this order of magnitude cannot be sustained, though they do occur in times of crisis or 
severe economic shock. To put the borrowing requirement in perspective, it is helpful to see it in relation 
to the national annual flows of savings and investment. These are summarised below, for the latest available 
years. 

 

 2017 2018 

 

Gross 
saving 

Net 
capital 

transfers 

Gross 
capital 

formation 

Net 
lending 

(+) / Net 
borrowing 

Gross 
saving 

Net 
capital 

transfers 

Gross 
capital 

formation 

Net 
lending 

(+) / Net 
borrowing 

Foreign sector 118.2 -0.2 - 118.0 173.0 -0.2 - 172.7 
Financial intermediaries 99.8 - 19.6 80.1 116.8 - 23.3 93.5 
General government 7.2 -37.3 147.1 -177.2 -1.1 -17.1 145.8 -163.9 
Non-financial business enterprises        
     Public  55.3 17.8 146.5 -73.4 56.9 - 127.4 -70.5 
     Private 522.1 2.0 464.5 59.6 461.7 2.2 479.9 -16.0 
Households 72.6 17.7 97.5 -7.1 67.1 15.1 98.0 -15.9 
Total 875.2 - 875.2 - 874.4 - 874.4 - 

Source: S Madonsela and B Khoza, “Note on the flow of funds in South Africa’s national financial account for the year 2018”, South 
African Reserve Bank Quarterly Bulletin, June 2019. 
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In 2018, gross saving of the domestic economy amounted to about R700 billion. This was a year of subdued 
economic activity and depressed savings, but the slowdown in business investment contributed to a funding 
environment in which government was able to finance a deficit of about 4 % of GDP and accumulate 
substantial financial assets without undue difficulty. Total capital formation amounted to R874 billion, 
financed in part by foreign savings equivalent to R173 billion. Net borrowing by the general government 
sector amounted to R165 billion, somewhat lower than the 2017 level.  

Government issued a net R243 billion in bonds in 2018, of which R25 billion was raised on international 
markets. Banks and non-bank financial intermediaries increased their holdings of government securities by 
R78 billion and R98 billion, respectively. Government increased its deposit holdings by R62 billion.   

Domestic saving in 2019 amounted to R740 billion, around 14.5 % of GDP. Consumption is likely to be 
severely depressed in 2020, as both households and the business sector will experience substantial negative 
income and balance sheet shocks. Private sector saving might rise somewhat as a share of GDP, amounting 
to perhaps R750 billion, but government dissaving will offset this by at least R150 billion. Capital formation 
by both the public and private sectors will fall sharply, as construction activity is curtailed in the lockdown. 
The current account deficit, and the associated external financing requirement, might rise somewhat as a 
share of GDP, perhaps to R200 billion. 

In this scenario, government’s net financing requirement would amount to over 50 % of domestic saving, 
after taking into account surplus flows in some public entities, funds and municipalities.   

Net lending through financial intermediaries will carry a higher burden of financing of government in the 
period ahead. Support of the central bank for these intermediary flows will assist in maintaining the 
necessary liquidity and accommodating the associated portfolio adjustments in capital markets, both 
domestic and in South Africa’s continued reliance on external flows. 

 


